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CONFIDENTIAL JIDDA 5157 

FROM AMBASSADOR AKINS FOR AMBASSADOR KOREN AND MR. NOYES 

E.O. 11652: GDS 
TAGS: MASS, SA 

SUBJECT: UNRELIABLE FMS COST ESTIMATES 

REF: DISTENGR RIYADH 33429 DTG 200757Z NOV 73 (NOTAL) 

SUMMARY: THE REPEATED NEED TO REVISE UPWARD UNRELIABLE FMS COST 
ESTIMATES TROUBLES OUR RELATIONS WITH MINDEF SULTAN, AND IS 
RAISING DOUBTS ABOUT USG RELIABILITY AND EVEN OUR INTEGRITY. 

IT IS ESSENTIAL THAT SOMETHING BE DONE TO IMPROVE THE QUALITY 
OF COST ESTIMATES NOW BEING QUOTED ON FMS LETTERS OF OFFER. 

TO SAVE $55 MILLION WORTH OF VEHICLE SALES NOW PENDING, 

BELIEVE SENIOR DOD OFFICIAL SHOULD COME TO SAUDI ARABIA TO 
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EXPLAIN FACTORS INVOLVED IN REVISING PREVIOUS ESTIMATES. END 
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SUMMARY. 

1. REFTEL REPORTS YET ANOTHER INSTANCE OF PROBLEM WHICH IS 
ASSUMING INCREASING PROPORTIONS FOR USG IN SAUDI ARABIA: 
UNRELIABILITY OF INITIAL COST ESTIMATES FOR FMS MATERIEL AND 
EQUIPMENT. 

2. MOST SERIOUS EXAMPLE IS. OF COURSE, INCREASED COSTS ASSO- 
CIATED WITH SAUDI NAVAL EXPANSION PROGRAM. ESTIMATED COSTS 
HAVE FAR SURPASSED ANY ORIGINAL SAG CONCEPTION OF MAGNITUDES 
INVOLVED AND I FEAR WILL GO HIGHER STILL BEFORE WE FINISH 

THIS PROGRAM. 

3. IN SECOND CASE. WE WERE FACED IN JUNE, JULY AND AUGUST 
WITH NECESSITY OF EXPLAINING TO MINDEF SULTAN, AFTER HE HAD 
SIGNED RESPECTIVE SALES CASES, REASONS FOR 20-PERCENT INCREASE 
IN PRICES OF M-SERIES VEHICLES DESIRED BY SAG. THE SAG HAD 
ACTIVELY CONSIDERED NON-US SOURCES FOR THIS POTENTIAL $52-MILLION 
VEHICLE PURCHASE. AND PRICE COMPETITIVENESS WAS A MAJOR FACTOR 
IN SAG'S FINAL DECISION. THOUGH SULTAN THREATENED TO CANCEL 
PURCHASE IN FACE OF UNEXPECTED PRICE INCREASES, EMBASSY AND 
CORPS OF ENGINEERS WERE ABLE TO CONVINCE SULTAN TO GO AHEAD 
WITH BULK OF PURCHASE (THOUGH HE HAS NOT YET SIGNED THE AMEND- 
MENTS TO 2 1/2-TON SALES CASES UIM AND UIL, INCREASING ORIGINAL 
PRICES). OUR EXPLANATIONS TO SULTAN FOR UNFORESEEN PRICE 
INCREASES, WHICH DREW HEAVILY ON CREDIBILITY BUILT UP OVER LONG 
PERIOD OF CLOSE COOPERATION, WERE LESS INSTRUMENTAL IN SOOTHING 
SULTAN'S IRE THAN HIS REALIZATION OF BENEFITS TO SAA OF CON- 
TINUING TO STANDARDIZE ON USA VEHICLES. 

5. AMONG SOME SAUDIS. HOWEVER, THE PRESENT 35- TO 50-PERCENT 
INCREASES IN M-800 SERIES VEHICLE COSTS HAS CAST DOUBT NOT 
ONLY UPON OUR RELIABILITY AND CREDIBILITY BUT EVEN OUR INTEGRITY. 
THERE HAVE ALWAYS BEEN MODA OFFICERS NEAR SULTAN ANXIOUS FOR 
THEIR OWN REASONS TO TURN MODA AWAY FROM FMS SUPPLY CHANNEL. 
THEY NOW HAVE ADDITIONAL AMMUNITION FOR ANOTHER ROUND AND 
SULTAN, IN PRESENT MOOD, MAY BE MORE RECEPTIVE THAN EVER BEFORE. 
SULTAN MAY BEGIN TO WONDER IF USG IS NOT ENGAGED IN DELIVERATE 
SLEIGHT-OF-HAND DESIGNED TO REAP DISPROPORTIONATELY HIGH SHARE 
OF EQUIPMENT COSTS FROM OIL-RICH SAG. 
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5. IN PRESENT CASE, WE FEEL DOD SHOULD SEND TO SAUDI ARABIA 
TO BRIEF MINDEF SULTAN AN OFFICIAL THOROUGHLY FAMILIAR WITH 
THE PROBLEM OF COST ESTIMATES ON LETTERS OF OFFER, WITH FIRST- 
HAND KNOWLEDGE OF THE M-SERIES VEHICLE PROBLEM. AT STAKE IS A 
S22-MILLION SALE OF M-800 VEHICLES. ALSO IN JEOPARDY 
IS THE S33-MILLION SALE OF 2 1/2-TON M-SERIES VEHICLES (CASES 
UIL AND UIM), TO WHICH SULTAN STILL HOLDS THE UNSIGNED AMEND- 
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MENTS. THE VISIT ITSELF WOULD HAVE A MOLLIFYING EFFECT ON 
MODA OFFICERS AND PRINCE SULTAN; A CONVINCING PRESENTATION, 
MOREOVER, MIGHT SAVE THESE SALES AND ASSUAGE SULTAN'S DIS- 
PLEASURE. 

6. IN THE LONG RUN, HOWEVER, IT IS ESSENTIAL THAT STEPS BE 
TAKEN TO IMPROVE THE QUALITY OF COST ESTIMATES NOW BEING 
QUOTED ON FMS LETTERS OF OFFER. USG OFFICIALS CAN ONLY CITE 
INCREASING LABOR AND MATERIAL COSTS SO MANY TIMES IN ATTEMPTING 
TO JUSTIFY PRICE INCREASES TO AN IRATE SAG MINISTER. 

I URGE THAT SENIOR DOD OFFICIALS TAKE A SERIOUS LOOK AT THIS 
PROBLEM AND TAKE WHATEVER STEPS ARE NECESSARY TO ENSURE THAT 
IN THE FUTURE WE ARE GIVEN FIRM, WELL-RESEARCHED COST ESTIMATES 
WHICH WE CAN CITE WITH CONFIDENCE. 

7. FNALLY, ON COMPLEX, LONG-RANGE MILITARY DEVELOPMENT 
PROJECTS (SUCH AS THE SNEP OR THE F-4), WHERE RAPID COST 
ESCALATION SEEMS INEVITABLE, THESE HIGHER COSTS SHOULD BE 
ANTICIPATED IN AN INITIAL, RELATIVELY HIGHER ESTIMATE. IT IS 
EASIER TO RETURN A REFUND THAN TO REQUIRE THE MINISTER OF 
DEFENSE TO SEEK A SUPPLEMENTARY APPROPRIATION FROM THE COUNCIL 
OF MINISTERS. 

AKINS 



CONFIDENTIAL 



NNN 



Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 




Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 



Message Attributes 



Automatic Decaptioning: X 
Capture Date: 01 JAN 1994 
Channel Indicators: n/a 
Current Classification: UNCLASSIFIED 

Concepts: MILITARY SALES, COST ESTIMATES, MILITARY PLANS 

Control Number: n/a 
Copy: SINGLE 
Draft Date: 21 NOV 1973 
Decaption Date: 01 JAN 1960 
Decaption Note: 

Disposition Action: RELEASED 
Disposition Approved on Date: 

Disposition Authority: golinofr 
Disposition Case Number: n/a 
Disposition Comment: 25 YEAR REVIEW 
Disposition Date: 28 MAY 2004 
Disposition Event: 

Disposition History: n/a 
Disposition Reason: 

Disposition Remarks: 

Document Number: 1973JIDDA05157 

Document Source: CORE 

Document Unique ID: 00 

Drafter: n/a 

Enclosure: n/a 

Executive Order: GS 

Errors: N/A 

Film Number: n/a 

From: JIDDA 

Handling Restrictions: n/a 
Image Path: 

ISecure: 1 

Legacy Key: linkl 973/newtext/tl 9731 120/aaaaaoql. tel 

Line Count: 138 
Locator: TEXT ON-LINE 
Office: ACTION NEA 
Original Classification: CONFIDENTIAL 
Original Handling Restrictions: n/a 
Original Previous Classification: n/a 
Original Previous Handling Restrictions: n/a 
Page Count: 3 

Previous Channel Indicators: 

Previous Classification: CONFIDENTIAL 
Previous Handling Restrictions: n/a 

Reference: DISTENGR RIYADH 33429 DTG 200757Z NO, V 73 (NOTAL) 

Review Action: RELEASED, APPROVED 
Review Authority: golinofr 
Review Comment: n/a 
Review Content Flags: 

Review Date: 02 JAN 2002 
Review Event: 

Review Exemptions: n/a 

Review History: RELEASED <02-Jan-2002 by martinmb; APPROVED <15-Jan-2002 by golinofr> 

Review Markings: 

Declassified/Released 
US Department of State 
EO Systematic Review 
30 JUN 2005 



Review Media Identifier: 

Review Referrals: n/a 
Review Release Date: n/a 
Review Release Event: n/a 
Review Transfer Date: 

Review Withdrawn Fields: n/a 
Secure: OPEN 
Status: NATIVE 

Subject: UNRELIABLE FMS COST ESTIMATES 
TAGS: MASS, SA 
To: STATE 
Type: TE 

Markings: Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 



Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 




